This study attempts basically to measure the financial performance of the Jordanian Arab commercial bank for the period 2000-2009 by using the DuPont system of financial analysis which is based on analysis of return on equity model. The return on equity model disaggregates performance into three components: net profit margin, total asset turnover, and the equity multiplier. Arab bank is one of the largest financial institutions in the Middle East and is ranked amongst the largest international financial institutions. The bank witnessed a continuation of challenges brought on by the global financial crisis. It was found that the financial performance of Arab Bank is relatively steady and reflects minimal volatility in the return on equity. Net profit margin and total asset turnover exhibit relative stability for the period from 2001 to 2009.The equity multiplier also show almost stable indicators for the period from2001-2005 and the ratios declined from 2006-2009 which indicates that the Arab bank had less financial leverage in the recent years, which means the bank is relying less on debt to finance its assets.
Introduction
For any business in the private sector there are numerous of models to describe how well the business is running. Among these the DuPont model was created in the early 1900s but is still a model valid to use for assessment of the profitability. Using the DuPont model for risk analysis is not very common but if you as a risk analysis specialist wants to talk the language of the business, it can be valuable to you.
The model was created by F. Donaldson Brown who came up with the model when he was assigned to clean up the finances in General Motors and has ever since been an important model for financial analysis. Remarkably it has not been used in the security community for risk prioritization or impact analysis. The original DuPont method of financial ratio analysis was developed in 1918 by an engineer at DuPont who was charged with understanding the finances of a company that DuPont was acquiring. He noticed that the product of two often-computed ratios, net profit margin and total asset turnover, equals return on assets (ROA). The elegance of ROA being affected by a profitability measure and an efficiency measure led to the DuPont method becoming a widely-used tool of financial analysis Liesz, (2002) . In the 1970's, emphasis in financial analysis shifted from ROA to return on equity (ROE), and the DuPont model was modified to include the ratio of total assets to equity. Regarding this fact the researcher have taken the challenge to use this model for Arab bank the largest bank in Jordan.
Banks and other financial institutions are a unique set of business firms whose assets and liabilities, regulatory restrictions, economic functions and operating make them an important subject of research, particularly in the conditions of the emerging financial sectors. Banks' performance monitoring, analysis and control needs special analysis in respect to their operation and performance results from the viewpoint of different audiences, like investors/owners, regulators, customers/clients, and management themselves. Different versions of financial ratio analysis are used for the bank performance analysis using financial statement items as initial data sources. The usage of a modified version of DuPont financial ratio analysis is discussed in the article. Empirical results of the Arab commercial banking system performance analysis are also presented in the article from (2000) (2001) (2002) (2003) (2004) (2005) (2006) (2007) (2008) (2009) .
As with Little, et al (2009) , the modified DuPont model of financial ratio analysis is used to identify the drivers of financial success under alternative business strategies. Firms in the retail industry are categorized according to their high/low relative net operating income to sales and operating asset turnover ratios. Firms with high relative net operating income to sales and low relative operating asset turnover are assumed to be pursuing a differentiation strategy and those with high relative operating asset turnover and low relative net operating income to sales are assumed to be pursuing a cost leadership strategy. The performance variable used is return on net operating assets.
In this article, the researcher present one of the possible approaches to such financial analysis using the modified version of DuPont analysis see Cole, (1973) , which is similar to Dietrich's (1996) approach, and the novel matrix approach which is was firstly presented in Vensel, (1997) see also Vensel, (2001) .
This study attempts basically to measure the financial performance of the Jordanian Arab commercial bank. As a matter of fact banks are classified according to their financial characteristics and financial indicators which can be presented from the banks financial statements. The other objectives will attempt to find out the ratios of net profit margin, asset utilization, equity multiplier and return on equity from the period of 2000-2009. Net profit margin ratios are an indication of how effective a company is at cost control. The higher the net profit margin is, the more effective the company is at converting revenue into actual profit. This study also aims at finding out the asset utilization of the Arab bank for the same period. The asset utilization ratio calculates the total revenue earned for every dollar of assets a company owns. This ratio indicates a company's efficiency in using its assets. An equity multiplier analysis is used in this study which is a formula used to calculate a company's financial leverage, and the debt a company uses to finance its assets. The equity multiplier is also a kind of leverage ratio, which is any method of determining a company's financial leverage. It can be calculated by looking at a company's balance sheet and dividing the total assets by the total stockholder equity. One of the most important profitability metrics is return on equity (ROE). Return on equity reveals how much profit a company earned in comparison to the total amount of shareholder equity found on the balance sheet. A business that has a high return on equity is more likely to be one that is capable of generating cash internally. For the most part, the higher a company's return on equity compared to its industry, the better.
The paper is organized as follows. Section I introducing the importance and objectives of study. Section II discusses the relevant literature review. Section III gives a brief overview on the Arab Jordanian banking system-the most important recent developments in the bank .DuPont financial ratio analysis modified methodology and empirical results of the banking system performance are discussed in Section IV. In Section V The paper ends with some concluding remarks.
Literature Review
In order to more effectively evaluate operational managers, Nissim & Penman (2001) suggest using a modified version of the traditional DuPont model in order to eliminate the effects of financial leverage and other factors not under the control of those managers. Using operating income to sales and asset turnover based on operating assets limits the performance measure of management to those factors over which management has the most control. The modified DuPont model has become widely recognized in the financial analysis literature. See, for example, Pratt & Hirst (2008) , Palepu & Healy (2008), and Soliman (2008) . In addition, Soliman (2004) found that industry-specific DuPont multiplicative components provide more useful valuation than do economy-wide components, suggesting that industry-specific ratios have increased validity.
In carrying out bank performance analysis, it is important to emphasize that banks differ in their corporate governance from firms in other, less regulated industries. These differences, in turn, present their own challenges for bank managers, regulators, depositors, investors, and other stakeholders. "Bank managers live in a more complex environment than their peers in industry due to bank regulations. In addition to the demands placed on them by shareholders, regulators have strong incentives to influence managerial action, and this may be in conflict with shareholder demands" Harm (2002) . Governance is a set of mechanisms with which the providers of capital and other stakeholders are defending their interests against the firm. The firm is run by managers, and this a point where conflicts of interests starts. An excellent survey of recent literature (both theoretical and empirical) is also presented by Harm (2002) . Macey and O'Hara (2003) argue that bank officers and directors should be held to broader (if not higher) set of standards than their counterparts in less regulated non-financial firms, and banks pose special corporate governance problems. Kose and Qian (2003) consider another important theme in the corporate governance of banks -the effect of the incentive features built into the compensation schemes of bank mangers. Adams and Mehran (2003) focus also on the differences between the corporate governance of banks and manufacturing firms and support the theory that governance structures are industry-specific. In general, the components of firm's governance structure are determined by various different factors, which all will influence also performance analysis aims and techniques: the nature and structure of firm's assets and liabilities (leverage, share of financial assets, business risk, cash-flow patterns), firm size, industry, regulations, etc.
Various measures of rates of return are used mainly for that purpose. We fully agree with the opinion that "Relaying too heavily on just a few indicators of bank profitability can be misleading. While ROA, ROE, and interest margin (and non interest expenses) to gross income remain the key measures, they should ideally be supplemented by the analysis of other operating ratios" Sundararajan, et al (2002) . Brigham and Houston, (2001) The modified model was a powerful tool to illustrate the interconnectedness of a firm's income statement and its balance sheet, and to develop straight-forward strategies for improving the firm's ROE. Hawawini and Viallet (1999) offered yet another modification to the DuPont model. This modification resulted in five different ratios that combine to form ROE. In their modification they acknowledge that the financial statements firms prepare for their annual reports (which are of most importance to creditors and tax collectors) are not always useful to managers making operating and financial decisions.
Arab Bank
Arab bank is one of the largest financial institutions in the Middle East. Established in Jerusalem in Palestine in 1930 as a small bank, it has evolved into a group with the largest worldwide Arab network with over 500 branches in 30 countries on five continents, participating in financial markets and centers.
Since its establishment in Jerusalem on May 21, 1930 as Arab Bank Limited, the Arab Bank has continued to grow and improve. On January 31, 1990, the name changed to Arab Bank plc in accordance with Section 318 of the Jordanian Companies Act # 1 of 1989.Arab Bank was the first public shareholding company listed in the Amman Stock Exchange in 1978.
The Bank is constantly improving its disclosure levels and introducing higher levels of transparency through its financial statements, enabling both shareholders and customers to appreciate its ever-growing earning power, its low risk level, and its strong financial position. The year 2010 witnessed a continuation of challenges brought on by the global financial crisis, which started more than two years ago at an unprecedented scale, with its prolonged negative repercussions deeply impacting all the world's economies, affecting countries, institutions and individuals alike. Many countries around the world are still experiencing difficult economic conditions and the work and investment environments still need more time before emerging out of the current status. The consequences of the global financial crisis continue to have a negative impact on the various aspects of economic and financial environments in most parts of the world. In addition, the reach of the crisis continues to expand carrying increased losses for countries and institutions and threaten to further poverty and unemployment at an international level.(Arab bank Annual Reports 2010).
A Financial Analysis Model for Financial Institutions
Saunders (2000) provides a model of financial analysis for financial institutions based on the DuPont system of financial analysis return on equity model. The return on equity model disaggregates performance into three components: net profit margin, total asset turnover, and the equity multiplier. The profit margin allows the financial analyst to evaluate the income statement and the components of the income statement. Total asset turnover allows the financial analyst to evaluate the left-hand side of the balance sheet: assets. The equity multiplier allows the financial analyst to evaluate the right-hand side of the balance sheet: liabilities and owners equity.
Return on equity analysis provides a system for planning as well as analyzing financial institution performance. The profit margin allows the analyst to develop a pro forma income statement. That is, net income is equal to revenues less expenses. Thus, the financial planner can determine the revenue level necessary to achieve the net income target. The total asset turnover ratio allows the analyst to project the total asset level necessary to generate the projected revenue level. The total asset requirement can be used to project the pro forma levels of all of the asset accounts. The fundamental equation of accounting is that assets equal liabilities plus owners equity. Thus, the equity multiplier ratio can be used to project the pro forma financial needs and the financial structure of the financial institution. . Arab Bank, which operates in 30 countries represents the largest Arab banking net work in the world, was effected by the global financial crisis as a reflection of those countries reaction to the crisis. Despite the difficult challenges and changes experienced by the world as a result of that crisis, Arab bank has continued to march, with confidence, down the path of outstanding work that it began more than eighty years ago. The Bank was also able to continue growing under very difficult circumstances, supported by a commitment to its values and historical principles, which enabled the Bank to excel and succeed. The total asset turnover was increased though the world enterprises were suffering from the recent world financial crisis. Arab bank is listed on Amman Stock Exchange (ASE), but as a market leader, Arab Bank <ARBK> is ranked number 1 by market capitalization and represents 28% of the ِAmman Stock Exchange.
Summary and Conclusions
This paper presents a model for the financial analysis of a bank based on the DuPont system of financial analysis as presented in Saunders (2000) . The bank return on equity is decomposed into net profit margin, total asset turnover and the equity multiplier. This model is applied to Arab Bank of Jordan which is one of the largest banks in Jordan. 
